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Ottawa Savings Bancorp, Inc.

April 12, 2012

Dear Shareholder:

You are cordially invited to attend the annual meeting of shareholders of Ottawa Savings Bancorp, Inc. (the
“Company”). We will hold the meeting at the Company’s Offices, 925 LaSalle Street, Ottawa, Illinois, on
Wednesday, May 16, 2012 at 2:00 p.m., local time.

The notice of annual meeting and proxy statement appearing on the following pages describe the formal
business to be transacted at the meeting. During the meeting, we will also report on the operations of the
Company. Directors and officers of the Company, as well as a representative of McGladrey & Pullen, LLP, the
Company’s independent registered public accounting firm, will be present to respond to appropriate questions of
shareholders.

It is important that your shares are represented at this meeting, whether or not you attend the meeting in
person and regardless of the number of shares you own. To make sure your shares are represented, we urge you
to complete and mail the enclosed proxy card. If you attend the meeting, you may vote in person even if you have
previously mailed a proxy card.

We look forward to seeing you at the meeting.

Sincerely,

Jon Kranov

President and Chief Executive Officer
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Ottawa Savings Bancorp, Inc.

925 LaSalle Street
Ottawa, Illinois 61350
(815) 433-2525

NOTICE OF 2012 ANNUAL MEETING OF SHAREHOLDERS

TIMEANDDATE................. 2:00 p.m., local time, on Wednesday, May 16, 2012.
PLACE ..............oiiviiiinnn, Offices of the Company, 925 LaSalle Street, Ottawa, Illinois 61350.
ITEMSOFBUSINESS ............. (1) To elect two directors to serve for a term of three years;

(2) To ratify the selection of McGladrey & Pullen, LLP as our
independent registered public accounting firm for fiscal year 2012;
and

(3) To transact such other business as may properly come before the
meeting and any adjournment or postponement of the meeting.

RECORDDATE .................. To vote, you must have been a shareholder at the close of business on
March 28, 2012,
PROXY VOTING ................. It is important that your shares be represented and voted at the

meeting. You can vote your shares by completing and returning the
proxy card or voting instruction card sent to you. Voting instructions
are printed on your proxy or voting instruction card and included in
the accompanying proxy statement. You can revoke a proxy at any
time before its exercise at the meeting by following the instructions in
the proxy statement.

BY ORDER OF THE BOARD OF DIRECTORS

Laurie Duffell

Assistant Corporate Secretary

Ottawa, Illinois
April 12,2012

Note: Whether or not you plan to attend the annual meeting, please vote by marking, signing, dating and
promptly returning the enclosed proxy card or voting instruction card.



OTTAWA SAVINGS BANCORP, INC.

PROXY STATEMENT

This proxy statement is furnished in connection with the solicitation of proxies by the Board of Directors of
Ottawa Savings Bancorp, Inc. (“Ottawa Savings Bancorp” or the “Company”) to be used at the annual meeting of
shareholders of the Company. The Company is the holding company for Ottawa Savings Bank (the “Bank’) and
the majority-owned subsidiary of Ottawa Savings Bancorp MHC (the “MHC”). The annual meeting will be held
at 925 LaSalle Street, Ottawa, Illinois on Wednesday, May 16, 2012 at 2:00 p.m., local time. This proxy
statement and the enclosed proxy card are being first mailed to shareholders on or about April 12, 2012.

Important Notice Regarding the Availability of Proxy Materials for
the Shareholders Meeting to be held on May 16, 2012

The Proxy Statement and Annual Report to Shareholders are available at
http://www.RRDEZProxy.com/2012/OttawaSavingsBancorp.

Voting and Proxy Procedure

Who Can Vote at the Meeting

You are entitled to vote your shares of Ottawa Savings Bancorp common stock if the records of the
Company show that you held your shares as of the close of business on March 28, 2012. If your shares are held
in a stock brokerage account or by a bank or other nominees, you are considered the beneficial owner of shares
held in “street name” and these proxy materials are being forwarded to you by your broker, bank or nominees. As
the beneficial owner, you have the right to direct your broker on how to vote your shares. Your broker, bank or
nominees has enclosed a voting instruction form for you to use in directing it on how to vote your shares.

As of the close of business on March 28, 2012, 2,117,979 shares of Ottawa Savings Bancorp common stock
were outstanding and entitled to vote. Each share of common stock has one vote.

Attending the Meeting

If you are a shareholder as of the close of business on March 28, 2012, you may attend the meeting.
However, if you hold your shares in street name, you will need proof of ownership to be admitted to the meeting.
A recent brokerage statement or letter from a bank, broker or other nominees are examples of proof of
ownership. If you want to vote your shares of Ottawa Savings Bancorp common stock held in street name in
person at the meeting, you will need a written proxy in your name from the broker, bank or other nominees who
holds your shares.

Vote By Ottawa Savings Bancorp MHC

Ottawa Savings Bancorp MHC, the mutual holding company for the Company, owned 57.8% of the
outstanding shares of common stock of the Company as of March 28, 2012. All shares of common stock owned
by Ottawa Savings Bancorp MHC will be voted in accordance with the instructions of the Board of Directors of
Ottawa Savings Bancorp MHC, the members of which are identical to the members of the Board of Directors of
the Company. Ottawa Savings Bancorp MHC is expected to vote such shares “FOR” the nominees for election as
directors and “FOR” ratification of the appointment of McGladrey & Pullen, LLP as the Company’s independent
registered public accounting firm.



Vote Required

The annual meeting will be held only if there is a quorum. A majority of the outstanding shares of Ottawa
Savings Bancorp common stock entitled to vote, represented in person or by proxy, constitutes a quorum. If you
return valid proxy instructions or attend the meeting in person, your shares will be counted for purposes of
determining whether there is a quorum, even if you abstain from voting. Broker non-votes also will be counted
for purposes of determining the existence of a quorum. A broker non-vote occurs when a broker, bank or other
nominees holding shares for a beneficial owner does not vote on a particular proposal because the broker, bank or
other nominees does not have discretionary voting power with respect to that item and has not received voting
instructions from the beneficial owner.

In voting on the election of directors, you may vote in favor of the nominees or withhold votes as to the
nominees. There is no cumulative voting for the election of directors. Directors are elected by a plurality of the
votes cast at the annual meeting. “Plurality” means that the nominees receiving the largest number of votes cast
will be elected up to the maximum number of directors to be elected at the annual meeting. The maximum
number of directors to be elected at the annual meeting is two. In the election of directors, votes that are withheld
will have no effect on the outcome of the election.

In voting to ratify the appointment of McGladrey & Pullen, LLP as the Company’s independent registered
public accounting firm, you may vote in favor of the proposal, against the proposal or abstain from voting. To be
approved, this matter requires the affirmative vote of a majority of the votes represented at the annual meeting
and entitled to vote. In counting votes on the proposal to ratify the appointment of the independent registered
public accounting firm, abstentions will have the same effect as a negative vote while broker non-votes will have
no inipact on the outcome of the proposal.

Because Ottawa Savings Bancorp MHC owns in excess of 50% of the outstanding shares of Company
common stock, the votes it casts will ensure the presence of a quorum and determine the outcome of Proposal 1
(Election of Directors) and Proposal 2 (Ratification of Independent Registered Public Accounting Firm).

Effect of Not Casting Your Vote

If you hold your shares in street name it is critical that you cast your vote if you want it to count in the
election of Directors (Proposal 1 of this Proxy Statement). In the past, if you held your shares in street name and
you did not indicate how you wanted your shares voted in the election of Directors, your bank or broker was
allowed to vote those shares on your behalf in the election of Directors as they felt appropriate.

Recent changes in regulation were made to take away the ability of your bank or broker o vote your
uninstructed shares in the election of Directors on a discretionary basis. Thus, if you hold your shares in street
name and you do not instruct your bank or broker how to vote in the election of Directors, no votes will be cast
on your behalf. Your bank or broker will, however, continue to have discretion to vote any uninstructed shares on
the ratification of the appointment of the Company’s independent registered public accounting firm (Proposal 2
of this Proxy Statement). If you are a shareholder of record and you do not cast your vote, no votes will be cast
on your behalf on any of the items of business at the Annual Meeting.

Voting by Proxy

This proxy statement is being sent to you by the Board of Directors of the Company to request that you
allow your shares of the Company common stock to be represented at the annual meeting by the persons named
in the enclosed proxy card. All shares of Company common stock represented at the meeting by properly
executed and dated proxies will be voted according to the instructions indicated on the proxy card. If you sign,
date and return a proxy card without giving voting instructions, your shares will be voted as recommended by the
Company’s Board of Directors. The Board of Directors recommends that you vote “FOR” the nominees for
director and “FOR” ratification of the appointment of McGladrey & Pullen, LLP as the Company’s
independent registered public accounting firm.



If any matter not described in this proxy statement is properly presented at the annual meeting, the persons
named in the proxy card will use their judgment to determine how to vote your shares. This includes a motion to
adjourn or postpone the meeting to solicit additional proxies. If the annual meeting is postponed or adjourned,
your shares of Ottawa Savings Bancorp common stock may also be voted by the persons named in the proxy card
on the new meeting date, unless you have revoked your proxy. The Company does not know of any other matters
to be presented at the meeting.

You may revoke your proxy at any time before the vote is taken at the meeting. To revoke your proxy, you
must either advise the Corporate Secretary of the Company in writing before your Company common stock has
been voted at the annual meeting, deliver a later-dated valid proxy or attend the meeting and vote your shares in
person. Attendance at the annual meeting will not in itself constitute revocation of your proxy.

If your Ottawa Savings Bancorp common stock is held in street name, you will receive instructions from
your broker, bank or other nominees that you must follow to have your shares voted. Your broker, bank or other
nominees may allow you to deliver your voting instructions by telephone or by the Internet. Please see the
instruction form provided by your broker, bank or other nominees that accompanies this proxy statement. If you
wish to change your voting instructions after you have returned your voting instruction form to your broker, bank
or other nominees, you must contact your broker, bank or other nominees.

Participants in the Bank’s ESOP and 401(k) Plan

If you participate in the Ottawa Savings Bank Employee Stock Ownership Plan (the “ESOP”) or if you hold
shares through the Ottawa Savings Bank Employees’ Savings and Profit Sharing Plan (the “401(k) Plan™), you
will receive a voting instruction card for each plan that reflects all shares you may vote under the plan. Under the
terms of the ESOP, the ESOP trustee votes all shares held by the ESOP, but each ESOP participant may direct
the trustee how to vote the shares of common stock allocated to his or her account. The ESOP trustee, subject to
the exercise of its fiduciary duties, will vote all unallocated shares of Company common stock held by the ESOP
and allocated shares for which it does not receive timely voting instructions in the same proportion as shares for
which it has received timely voting instructions. Under the terms of the 401(k) Plan, a participant may direct the
trustee how to vote the shares of Ottawa Savings Bancorp common stock credited to his or her account in the
401(k) Plan. The trustee will vote all shares for which it does not receive timely instructions in the same
proportion as shares for which it has received timely instructions. The deadline for returning your voting
instructions to each plan’s trustee is May 9, 2012.

Corporate Governance

General

The Company periodically reviews its corporate governance policies and procedures to ensure that the
Company meets the highest standards of ethical conduct, reports results with accuracy and transparency and
maintains full compliance with the laws, rules and regulations that govern the Company’s operations. As part of
this periodic corporate governance review, the Board of Directors reviews and adopts best corporate governance
policies and practices for the Company.

Corporate Governance Policies and Procedures
The Company has adopted a corporate governance policy to govern certain activities including:
(1) the duties and responsibilities of each director;
(2) the composition, duties and responsibilities and operation of the Board of Directors;
(3) the selection of Chairman and President;

(4) the establishment and operation of board committees;
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(5) succession planning;

(6) convening executive sessions of independent directors;

(7) the Board of Directors’ interaction with management and third parties;

(8) the distribution of board materials in advance of meetings;

(9) review of director compensation;

(10) the evaluation of the performance of the Board of Directors and of the chief executive officer; and

(11) the orientation of new directors and continuing education.

Code of Ethics and Business Conduct

The Company has adopted a Code of Ethics and Business Conduct that is designed to ensure that the
Company’s directors, executive officers and employees meet the highest standards of ethical conduct. The Code
of Ethics and Business Conduct requires that the Company’s directors, executive officers and employees avoid
conflicts of interest, comply with all laws and other legal requirements, conduct business in an honest and ethical
manner and otherwise act with integrity and in the Company’s best interest. Under the terms of the Code of
Ethics and Business Conduct, directors, executive officers and employees are required to report any conduct that
they believe in good faith to be an actual or apparent violation of the Code.

As a mechanism to encourage compliance with the Code of Ethics and Business Conduct, the Company has
established procedures to receive, retain and treat complaints received regarding accounting, internal accounting
controls or auditing matters. These procedures ensure that individuals may submit concerns regarding
questionable accounting or auditing matters in a confidential and anonymous manner. The Code of Ethics and
Business Conduct also prohibits the Company from retaliating against any director, executive officer or
employee who reports actual or apparent violations of the Code.

Meetings and Committees of the Board of Directors

The Company conducts business through meetings of its Board of Directors and its committees. The
Company’s Board of Directors held 12 regular meetings during the fiscal year ended December 31, 2011. No
director attended fewer than 75% of the total meetings of the Company’s Board of Directors and committees on
which such director served.

The following table identifies our standing committees and their members as of December 31, 2011. All
members of each committee are independent in accordance with the listing standards of the Nasdaq Stock
Market, Inc.

Nominating
and Corporate Assets and

Audit Governance  Compensation  Liability  Investment
Director Committee Committee Committee Committee Committee
James A.Ferrero ............. ... ....... X* X* X X X
KeithJohnson ... ..........c..ciiiiiennn. X X X X
ArthurC.Mueller ........................ X X X X* X*
JonKranov ..ot X X
Daniel .Reynolds ....................... X X X X X
Number of Meetings in 2011 . .............. 6 1 2 4 4

* Chairman



Audit Committee. The Audit Committee meets periodically with the independent registered public
accounting firm and management to review accounting, auditing, internal control structure and financial
reporting matters. The board of directors has determined that James Ferrero is an “audit committee financial
expert,” as such term is defined by the rules and regulations of the Securities and Exchange Commission.

Mr. Ferrero is independent under the listing standards of the Nasdaq Stock Market. The Audit Committee acts
under a written charter, a copy of which is available on the Company’s website at www.ottawasavings.com. The
report of the Audit Committee appears in this proxy statement under the heading “Proposal 2 — Ratification of
Independent Registered Public Accounting Firm—Audit Committee Report.”

Compensation Committee. The Compensation Committee is responsible for human resource policies,
salaries and benefits, incentive compensation, executive development and management succession planning. It
also handles policies relating to nondiscriminatory employment practices, including those related to hiring,
compensation and promotion. The Compensation Committee reviews all compensation components for the
Company’s President and Chief Executive Officer including annual salary, bonus, stock options, and other direct
and indirect benefits, as well as reviews the Company’s executive and employee compensation programs, and
director compensation. The Committee considers the performance of the Company, shareholder return,
competitive market values, and the compensation given to the President and Chief Executive Officer over recent
years when determining appropriate compensation for the President and Chief Executive Officer. In setting
executive compensation, the Committee ensures that a significant portion of compensation is connected to the
long-term interest of shareholders. In its oversight of employee compensation programs, prior to making its
recommendation to the Board, the Committee reviews recommendations from the President and Chief Executive
Officer and Human Resources Manager. Decisions by the Compensation Committee with respect to the
compensation levels are approved by the full Board of Directors. The Compensation Committee acts under a
written charter, a copy of which was included as Appendix A to the 2010 proxy statement. A copy of the
Compensation Committee charter is not available on the Company’s website.

Nominating and Corporate Governance Committee. The Nominating and Corporate Governance
Committee is responsible for the annual selection of the Board of Directors’ nominees for election as directors
and developing and implementing policies and practices relating to corporate governance, including
implementation of and monitoring adherence to Ottawa Savings Bancorp’s corporate governance policy. The
Nominating and Corporate Governance Committee acts under a written charter adopted by the Board of
Directors, a copy of which was included as Appendix B to the 2010 proxy statement. A copy of the Nominating
and Corporate Governance Committee charter is not available on the Company’s website.

Minimum Qualifications. The Nominating and Corporate Governance Committee has adopted a set of
criteria that it considers when it selects individuals to be nominated for election to the Board of Directors. First, a
candidate must meet the eligibility requirements set forth in the Company’s Bylaws, which include an age
limitation, a stock ownership requirement and a requirement that the candidate not have been subject to certain
criminal or regulatory actions. A candidate also must meet any qualification requirements set forth in any Board
or committee governing documents.

The Nominating and Corporate Governance Committee will consider the following criteria in selecting
nominees: contributions to the range of talent, skill and expertise appropriate for the Board; financial, regulatory
and business experience; knowledge of the banking and financial services industries; familiarity with the
operations of public companies and ability to read and understand financial statements; familiarity with the
Company’s market area and participation in and ties to local businesses and local civic, charitable and religious
organizations; personal and professional integrity, honesty and reputation; ability to represent the best interests of
the shareholders of the Company and the best interests of the institution; ability to devote sufficient time and
energy to the performance of his or her duties; independence; current equity holdings in the Company; and any
other factors the Nominating and Corporate Governance Committee deems relevant, including age, diversity, size
of the Board of Directors and regulatory disclosure obligations. In its consideration of diversity, the Nominating
and Corporate Governance Committee seeks to create a Board that is strong in its collective knowledge and that
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has a diverse set of skills and experience with respect to management and leadership, vision and strategy,
accounting and finance, business operations and judgment, industry knowledge and corporate governance.

In addition, prior to nominating an existing director for re-election to the Board of Directors, the
Nominating and Corporate Governance Committee will consider and review an existing director’s Board and
Committee attendance and performance; length of Board service; experience, skills and contributions that the
existing director brings to the Board; and independence.

Director Nomination Process. The process that the Nominating and Corporate Governance Committee
follows when it identifies and evaluates individuals to be nominated for election to the Board of Directors is as
follows:

For purposes of identifying nominees for the Board of Directors, the Nominating and Corporate Governance
Committee relies on personal contacts of the committee members and other members of the Board of Directors,
as well as their knowledge of members of the communities served by the Bank. The Nominating and Corporate
Governance Committee also will consider director candidates recommended by shareholders in accordance with
the policy and procedures set forth below. The Nominating and Corporate Governance Committee has not
previously used an independent search firm to identify nominees.

In evaluating potential nominees, the Nominating and Corporate Governance Committee determines
whether the candidate is eligible and qualified for service on the Board of Directors by evaluating the candidate
under the selection criteria set forth above. In addition, the Nominating and Corporate Governance Committee
will conduct a check of the individual’s background and interview the candidate to further assess the qualities of
the prospective nominees and the contributions he or she would make to the Board.

Consideration of Recommendations by Shareholders. 1t is the policy of the Nominating and Corporate
Governance Committee of the Board of Directors of the Company to consider director candidates recommended
by shareholders who appear to be qualified to serve on the Company’s Board of Directors. The Nominating and
Corporate Governance Committee may choose not to consider an unsolicited recommendation if no vacancy
exists on the Board of Directors and the Nominating and Corporate Governance Committee does not perceive a
need to increase the size of the Board of Directors. In order to avoid the unnecessary use of the Nominating and
Corporate Governance Committee’s resources, the Nominating and Corporate Governance Committee will
consider only those director candidates recommended in accordance with the procedures set forth below.

Procedures to be Followed by Shareholders. To submit a recommendation of a director candidate to the
Nominating and Corporate Governance Committee, a shareholder should submit the following information in
writing, addressed to the Chairman of the Nominating and Corporate Governance Committee, care of the
Corporate Secretary, at the main office of the Company:

1. The name of the person recommended as a director candidate;

2. All information relating to such person that is required to be disclosed in solicitations of proxies for
election of directors pursuant to Regulation 14A under the Securities Exchange Act of 1934, as
amended;

3. The written consent of the person being recommended as a director candidate to being named in the
proxy statement as a nominees and to serving as a director if elected;

4.  As to the shareholder making the recommendation, the name and address, as they appear on the
Company’s books, of such shareholder; provided, however, that if the shareholder is not a registered
holder of the Company’s common stock, the shareholder should submit his or her name and address
along with a current written statement from the record holder of the shares that reflects ownership of
the Company’s common stock; and

5. A statement disclosing whether such shareholder is acting with or on behalf of any other person and, if
applicable, the identity of such person.



In order for a director candidate to be considered for nomination at the Company’s annual meeting of
shareholders, the recommendation must be received by the Nominating and Corporate Governance Committee at
least 120 calendar days prior to the date the Company’s proxy statement was released to shareholders in
connection with the previous year’s annual meeting, advanced by one year.

Board Leadership Structure and Risk Oversight

The positions of Chairman of the Board and Chief Executive Officer of the Company are each held by
Jon Kranov. The Chairman of the Board has no greater nor lesser vote on matters considered by the Board than
any other director, and the Chairman does not vote on any related party transaction. All directors of the
Company, including the Chairman, are bound by fiduciary obligations, imposed by law, to serve the best interests
of the stockholders. The Board’s decision regarding how to structure its leadership is based on its familiarity and
comfort with the Chief Executive Officer and its belief in the potential efficiencies of having the Chief Executive
Officer also serve in the role of Chairman of the Board.

A fundamental part of the Company’s risk management is not only understanding the risks the Company
faces and what steps management is taking to manage those risks, but also understanding what level of risk is
appropriate for the Company. The full Board of Directors’ involvement in helping to set the Company’s business
strategy is an important aspect of its assessment of management’s tolerance for risk and its determination of the
appropriate level of risk for the Company. While the Board of Directors has the ultimate oversight responsibility
for the risk management process, various committees of the Board also have responsibility for risk management.
In particular, the Audit Committee focuses on financial risk by providing oversight of the quality and integrity of
the Company’s financial reporting and internal controls, as well as the Company’s compliance with legal and
regulatory requirements. The Company’s Compensation Committee reviews the Company’s and the Bank’s
compensation policies and practices to help ensure there is a direct relationship between pay levels and corporate
performance and return to shareholders.

Attendance at the Annual Meeting

The Board of Directors encourages directors to attend the annual meeting of shareholders. All five directors
attended the Company’s annual meeting of shareholders in 2011.



Stock Ownership

The following table provides information as of March 28, 2012 about the persons known to the Company to
be the beneficial owners of more than 5% of the Company’s outstanding common stock. A person may be
considered to beneficially own any shares of common stock over which he or she has, directly or indirectly, sole
or shared voting or investment power.

Number of Shares  Percent of Common
Name and Address Owned Stock Outstanding®

Ottawa Savings Bancorp MHC ............. ... 1,223,701 57.8%
925 LaSalle Street
Ottawa, Illinois 61350

Tyndall Capital Partners, LP ......... ... ..ot 129,311@ 6.1%
599 Lexington Avenue

Suite 4100

New York, New York 10022

(1) Based on 2,117,979 shares of Company common stock outstanding and entitled to vote as of March 28,
2012.

(2) Based exclusively on a Schedule 13G/A filed with the Securities and Exchange Commission on
February 14, 2012.



The following table provides information as of March 28, 2012 about the shares of Ottawa Savings Bancorp
common stock that may be considered to be beneficially owned by each director or nominee for director of the
Company, by those named executive officers of the Company listed in the Summary Compensation Table and all
directors and executive officers of the Company as a group. A person may be considered to beneficially own any
shares of common stock over which he or she has directly or indirectly, sole or shared voting or investment
power. Unless otherwise indicated, none of the shares listed are pledged as security and each of the listed
individuals has sole voting and investment power with respect to the shares shown.

Number of Shares Number of Shares That

Owned May Be Acquired Percent of

(Excluding Within 60 Days By  Common Stock
Name Options)® Exercising Options  Outstanding®
Directors:
James A . FeIrero . ..o vt ittt ittt 20,1804 5,451 1.21%
KeithJohnson ......... ... iiiiiiiinnnnnennn, 19,180® 5,451 1.16%
JonKranov........ ..o i e 33,707® 20,277 2.53%
ArthurC.Mueller .......... ... i, 12,180 5,451 *
Daniel . Reynolds ........... ..., 24,680 5,451 1.42%
Executive Officers Who Are Not Directors:
PhilipDevermann ...............covurvievinunnnnen. 15,104 17,443 1.52%
Marc N.Kingry ......coirii i, 6,760 — *
All directors and executive officers as a group (7 persons) .. 131,791 59,524 8.79%

*  Represents less than 1% of the Company’s outstanding shares.
(1) This column includes the following:

Shares of Shares Allocated

Restricted Stock under the Ottawa Shares Held in Trust in

Awards Held in Savings Bank the Ottawa Savings Bank
Name Trust ESOP 401(k) Plan
Philip Devermann .................. — 4,016 10,194
James A.Ferrero ................... — — —_—
KeithJohnson ...................... — — —
Marc N.Kingry .................... 5,235 525 —
JonKranov ........................ 2,792 4,591 5,373

Arthur C.Mueller ................... — —
Daniel J.Reynolds .................. — _— —
(2) Based on 2,117,979 shares of Company common stock outstanding and entitled to vote as of March 28,
2012.
(3) Includes 500 shares held by Mr. Ferrero’s spouse over which Mr. Ferrero disclaims beneficial ownership.
(4) Includes 17,000 shares pledged as security for a loan with an unrelated financial institution.
(5) Includes 3,000 shares of which Mr. Kranov may be deemed the beneficial owner as trustee of his father’s
trust.
(6) Includes 8,500 shares held by Mr. Reynold’s spouse.



Proposal 1 — Election of Directors

The Company’s Board of Directors consists of five members, all of whom are independent under the current
listing standards of the Nasdaq Stock Market, except for Mr. Kranov, who is the Company’s and the Bank’s
President and Chief Executive Officer. In determining the independence of its directors, the Board considered
transactions, relationships or arrangements between the Company, the Bank and its directors that are not required
to be disclosed in this proxy statement under the heading “Transactions with Related Persons.” The Board is
divided into three classes with three-year staggered terms, with approximately one-third of the directors elected
each year. Two directors will be elected at the annual meeting to serve for a three-year term, or until their
respective successors have been elected and qualified. The Board of Directors’ nominees for election to each
serve a three year term are Arthur C. Mueller and Daniel J. Reynolds.

Unless you indicate on the proxy card that your shares should not be voted for the nominees, the Board of
Directors intends that the proxies solicited by it will be voted for the election of the Board’s nominees. If the
nominees are unable to serve, the persons named in the proxy card will vote your shares to approve the election
of any substitute proposed by the Board of Directors. Alternatively, the Board of Directors may adopt a
resolution to reduce the size of the Board. At this time, the Board of Directors knows of no reason why any
nominees might be unable to serve.

The Board of Directors recommends a vote FOR the election of Arthur C. Mueller and
Daniel J. Reynolds.

Information regarding the Board of Directors’ nominees for election at the annual meeting is provided below.
Unless otherwise stated, each director has held his or her current occupation for the last five years. The age
indicated for each individual is as of December 31, 2011. There are no family relationships among the directors or
executive officers. The indicated period of service as a director includes service as a director of the Bank.

Nominees for Election of Directors:

Arthur C. Mueller is the owner of Mueller Funeral Homes, Inc. Age 58. Director since 1987. He is
currently the Chairman of the Bank’s Board of Directors and attends all committee meetings of the Board of
Directors in his capacity as such. As a lifelong resident of LaSalle County, Mr. Mueller has been actively
involved in various community organizations, having served on the Board of Ottawa Regional Hospital and
Healthcare Center and the Chamber of Commerce and as a member of Rotary International. This experience has
given Mr. Mueller extensive ties to the Bank’s and the Company’s market area, as well as valuable leadership
experience that he brings to the Board of Directors.

Daniel J. Reynolds is the co-owner of H.R. Imaging, Inc., a photography business in Ottawa, Illinois. Age
65. Director since 2003. As a lifelong resident of Ottawa, Illinois who is actively involved in various community
organizations, Mr. Reynolds has in-depth knowledge of the Bank’s and the Company’s market area.
Additionally, Mr. Reynolds involvement in real estate development has given him knowledge of the local real
estate industry, and his experience as a small business owner has given him organizational understanding and
management expertise that he brings to the Board of Directors.

Directors Continuing in Office:
The following directors have terms ending in 2013:

James A. Ferrero retired from LaSalle County Housing Authority as of December 31, 2005. He is the
co-owner of a retail liquor store in Ottawa, Illinois. Age 62. Director since 2000. As a lifelong resident of
Ottawa, Illinois who is actively involved in various community organizations, like the Chamber of Commerce,
Mr. Ferrero has developed extensive ties to the market area in which the Bank and Company operate.
Additionally, Mr. Ferrero’s education in finance and experience as a small business owner have provided him
with financial experience and expertise that is valuable to the Board of Directors.
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Keith F. Johnson is the co-owner of Johnson Pattern and Machine Co. in Ottawa, Hlinois. Age 58. Director
since 2001. As a lifelong resident of Ottawa, Illinois who is actively involved in various community
organizations, Mr, Johnson has in-depth knowledge of the market area in which the Bank and Company operate.
Mr. Johnson’s service as an elected Commissioner of our local government has provided him with leadership and
managerial skills, which are valuable to the Board of Directors.

The following director has a term ending in 2014:

Jon Kranov has been employed with Ottawa Savings Bank since 1978 and has served as President of
Ottawa Savings Bank, Ottawa Savings Bancorp and Ottawa Savings Bancorp MHC since May 2011. Mr. Kranov
served as the Senior Vice President and Chief Financial Officer of the Bank from 1996 until May 2011 and 1996
until December 2011, respectively. He served in the positions of Senior Vice President and Chief Financial
Officer of Ottawa Savings Bancorp and Ottawa Savings Bancorp MHC from 2005 until May 2011 and 2005 until
December 2011, respectively. Age 57. Director since May 2011.

Mr. Kranov’s involvement in the Bank’s and Company’s local community affords the Board valuable
insight regarding the business and operation of the Bank and the Company. Mr. Kranov’s experience as Chief
Financial Officer and knowledge of the various financial and accounting issues facing public companies in the
banking sector, as well as his long history with the Bank and the Company, position him well as our President
and Chief Executive Officer. Mr. Kranov has an undergraduate degree in Accountancy from Western llinois
University and has received a Masters Degree from Lewis University.

Executive Officers who are not also Directors:

Below is information regarding our officers who are not also directors. Each officer has held his current
position for at least the last five years, unless otherwise stated. Ages presented are as of December 31, 2011.

Philip Devermann has served as the Vice President of Ottawa Savings Bank since 1996. Mr. Devermann
has served as the Vice President of Ottawa Savings Bancorp and Ottawa Savings Bancorp MHC since 2005. He
has been employed with Ottawa Savings Bank since 1979. Mr. Devermann has an undergraduate degree in
finance from Eastern Illinois University. Age 61.

Marc N. Kingry has served as the Chief Financial Officer of Ottawa Savings Bank, Ottawa Savings Bancorp
and Ottawa Savings Bancorp MHC since December 2011. Prior to 2011, Mr. Kingry was Senior Vice President
and Controlier at a bank in Ottawa, [llinois since 2002. Mr. Kingry has an undergraduate degree in accountancy
and has received a Masters Degree from Illinois State University, he is a licensed Certified Public Accountant.
Age 49.

Proposal 2 — Ratification of Independent Registered Public Accounting Firm

The Audit Committee of the Board of Directors has appointed McGladrey & Pullen, LLP to be the
Company’s independent registered public accounting firm for the 2012 fiscal year, subject to ratification by
shareholders. A representative of McGladrey & Pullen, LLP is expected to be present at the annual meeting to
respond to appropriate questions from shareholders and will have the opportunity to make a statement should he
or she desire to do so.

If the ratification of the appointment of the auditors is not approved by a majority of the shares represented
at the meeting and entitled to vote, the Audit Committee will consider other independent registered public

accounting firms.

The Board of Directors recommends a vote FOR the ratification of the appointment of McGladrey &
Pullen, LLP as the Company’s independent registered public accounting firm.
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Audit and Nen-Audit Fees

The following table sets forth the fees billed to the Company for the fiscal years ending December 31, 2011
and December 31, 2010 for services provided by McGladrey & Pullen, LLP and its affiliate RSM McGladrey Inc.

2011 2010
AUdIt Feest) . oottt et e et e e e e e $102,550  $97,825
Audit-Related Fees .....vovit ittt ittt ettt e aanenes — —
aX Fees(d . oot i ittt ittt et ettt 12,225 14,810
AlLOther Fees ..o v ittt ittt ettt e ianeeaneanenn — —

(1) For 2010 and 2011, includes fees for performance of the audit, review of financial statements for public
filings and attendance at the annual meeting.

(2) For 2010 and 2011, represents fees for preparation of federal and state consolidated tax returns, claims for
refunds and tax payment-planning services for tax compliance, tax planning and tax advice.

Pre-Approval of Services by the Independent Registered Public Accounting Firm

The Audit Committee is responsible for appointing, setting compensation and overseeing the work of the
independent registered public accounting firm. In accordance with its charter, the Audit Committee approves, in
advance, all audit and permissible non-audit services to be performed by the independent registered public
accounting firm. Such approval process ensures that the independent registered public accounting firm does not
provide any non-audit services to the Company that are prohibited by law or regulation.

In addition, the Audit Committee has established a policy regarding pre-approval of all audit and
permissible non-audit services provided by the independent registered public accounting firm. Requests for
services by the independent registered public accounting firm for compliance with the auditor services policy
must be specific as to the particular services to be provided. The request may be made with respect to either
specific services or a type of service for predictable or recurring services.

Any proposed specific engagement may be presented to the Audit Committee for consideration at its next
regular meeting or, if earlier consideration is required, to the Audit Committee or one or more of its members.
The member or members to whom such authority is delegated shall report any specific approval of services at the
next regular meeting of the Audit Committee. The Audit Committee will regularly review summary reports
detailing all services being provided to the Company by its independent registered public accounting firm.

During the year ended December 31, 2011, all services were approved, in advance, by the Audit Committee
in compliance with these procedures.

Audit Committee Report

The Company’s management is responsible for the Company’s internal control over financial reporting. The
independent registered public accounting firm is responsible for performing an independent audit of the
Company’s consolidated financial statements and issuing an opinion on the conformity of those financial
statements with generally accepted accounting principles. The Audit Committee oversees the Company’s internal
control over financial reporting on behalf of the Board of Directors.

In this context, the Audit Committee has met and held discussions with management and the independent
registered public accounting firm. Management represented to the Audit Committee that the Company’s
consolidated financial statements were prepared in accordance with generally accepted accounting principles,
and the Audit Committee has reviewed and discussed the consolidated financial statements with management and
the independent registered public accounting firm. The Audit Committee discussed with the independent
registered public accounting firm all communications required by generally accepted accounting standards.
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In addition, the Audit Committee has received the written disclosures and the letter from the independent
registered public accounting firm required by the applicable requirements of the Public Company Accounting
Oversight Board and has discussed with the independent registered public accounting firm the accounting firm’s
independence from the Company and its management. In concluding that the accounting firm is independent, the
Audit Committee considered, among other factors, whether the non-audit services provided by the independent
registered public accounting firm were compatible with their independence.

The Audit Committee discussed with the Company’s independent registered public accounting firm the
overall scope and plans for their audit. The Audit Committee meets with the independent registered public
accounting firm, with and without management present, to discuss the results of their examination, their
evaluation of the Company’s internal control over financial reporting, and the overall quality of the Company’s
financial reporting process.

In performing all of these functions, the Audit Committee acts only in an oversight capacity. In its oversight
role, the Audit Committee relies on the work and assurances of the Company’s management, which has the
primary responsibility for financial statements and reports, and of the independent registered public accounting
firm who, in its report, expresses an opinion on the conformity of the Company’s financial statements to
generally accepted accounting principles. The Audit Committee’s oversight does not provide it with an
independent basis to determine that management has maintained appropriate accounting and financial reporting
principles or policies, or appropriate internal controls and procedures designed to assure compliance with
accounting standards and applicable laws and regulations. Furthermore, the Audit Committee’s considerations
and discussions with management and the independent registered public accounting firm do not assure that the
Company’s financial statements are presented in accordance with generally accepted accounting principles, that
the audit of the Company’s consolidated financial statements has been carried out in accordance with the
standards of the Public Company Accounting Oversight Board or that the Company’s independent registered
public accounting firm is in fact “independent.”

In reliance on the reviews and discussions referred to above, the Audit Committee recommended to the
Board of Directors, and the Board has approved, that the audited consolidated financial statements be included in
the Company’s Annual Report on Form 10-K for the year ended December 31, 2011 for filing with the Securities
and Exchange Commission. The Audit Committee has appointed, subject to shareholder ratification, the selection
of the Company’s independent registered public accounting firm for the fiscal year ended December 31, 2011.

Audit Committee of the Ottawa Savings Bancorp Board ef Directors
James A. Ferrero (Chairman)
Keith Johnson
Arthur C. Mueller
Daniel J. Reynolds
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Executive Compensation

Summary Compensation Table

The following information is furnished for all individuals serving as the principal executive officer of the
Company for the two most recently completed fiscal years and the next two most highly compensated executive
officers of the Company whose total compensation for each of the 2010 and 2011 fiscal years exceeded

$100,000.
All Other
Stock Option  Compen-
Salary Bonus Awards Awards sation Total
Name and Principal Position Year (6] $) & $> ($) $)
JonKranov ..........cooviiiiiiiiinn. 2011 165,000 — — — 33,910® 198,910
President and Chief Executive Officer 2010 140,883 — 20,934 22,589 25,588@ 209,994
Philip Devermann ....................... 2011 119,650 — — — 12,472 132,123
Vice President 2010 117,300 — — —_ 13,605 130,905
MarcKingry . .......covviviiiniiinnnn, 2011 92,500 — 22,248 29,434 4,057 148,239
Chief Financial Officer 2010 7352 — — — — 7,352

(1) These amounts represent the aggregate grant date fair value for outstanding restricted stock awards granted
during the year indicated, computed in accordance with FASB ASC Topic 718. The amounts represented for
2011 and 2010 were calculated based upon the Company’s stock price of $6.00 on the date of grant. When
shares become vested and are distributed from the trust in which they are held, the recipient will also receive
an amount equal to accumulated cash and stock dividends (if any) paid with respect thereto, plus earnings

thereon.

(2) These amounts represent the fair value of the stock options granted using the Black-Scholes option pricing
model for outstanding stock option awards granted during the year indicated. For information on the
assumptions used to compute the fair value, see note 11 to the notes to the consolidated financial statements.
The actual value, if any, realized by an executive officer from any option will depend on the extent to which
the market value of the common stock exceeds the exercise price of the option on the date the option is
exercised. Accordingly, there is no assurance that the value realized by an executive officer will be at or

near the value estimated above.

(3) Includes $ 16,800 received in board fees for service on the Company’s Board of Directors.

(4) Includes $ 9,450 received in board fees for service on the Company’s Board of Directors.
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Employment Agreements. Ottawa Savings Bancorp and Ottawa Savings Bank previously entered into
employment agreements with Jon Kranov and Philip Devermann. The employment agreements provided for
initial three-year terms. On each anniversary of the effective date of the agreements, Ottawa Savings Bancorp
and Ottawa Savings Bank could choose to extend the term of the employment agreements for an additional year.
However, as previously disclosed in the 2011 proxy statement, in order to create more flexibility in executive
compensation matters, Ottawa Savings Bancorp and Ottawa Savings Bank provided notice on December 9, 2009
to each of the executives that they would not renew the terms of the agreements. Consequently, the employment
agreements each expired on August 1, 2011.

Salary Continuation Agreements. Ottawa Savings Bank has entered into a Salary Continuation Agreement
with each of Jon Kranov and Philip B. Devermann.

Under the Salary Continuation Agreements, if Mr. Kranov’s or Mr. Devermann’s employment with the
Bank terminates (1) on or after his 65t birthday; (2) subsequent to a change in control (as defined in each
agreement); (3) on account of a disability; or (4) because of death, they will be entitled to receive $25,258 or
$27,480, respectively, per year for 20 years commencing at the later of age 65 or the date of his termination of
employment. The executive may elect, subject to the requirements of Section 409A of the Internal Revenue
Code, to receive a lump sum payment that is actuarially equivalent to the normal retirement benefit. If the
executive terminates employment before his 65th birthday for reasons other than for cause, death or disability,
and not subsequent to a change in control, he will receive a reduced benefit, which varies depending on the date
of termination. The executive will forfeit his entitlement to all benefits under the Agreement if his employment
with the Bank is terminated for cause as specified in his Agreement.

Benefit Plans

401(k) Plan. Ottawa Savings Bank maintains the Ottawa Savings Bank Employees’ Savings and Profit
Sharing Plan and Trust (the “401(k) Plan”), a tax-qualified defined contribution retirement plan, for employees of
Ottawa Savings Bank who are 21 years of age and have completed six months of service. Eligible employees
may contribute a portion of their compensation to the 401(k) Plan on a pre-tax basis, subject to certain
compensation limitations imposed by the Internal Revenue Code of 1986, as amended. Participants are always
100% vested in their salary deferrals. Participants vest in employer matching contributions at the rate of 20% per
year following two years of service.

Employee Stock Ownership Plan. Ottawa Savings Bank maintains an employee stock ownership plan
(“ESOP”) for eligible employees of Ottawa Savings Bank. Employees of Ottawa Savings Bank who are 21 years
old and have been credited with at least six months of service with Ottawa Savings Bank are eligible to
participate in the ESOP as of the first entry date following their completion of the plan’s eligibility requirements.

In connection with its conversion and minority stock offering, the ESOP trustee purchased 76,314 shares of
common stock in the offering, funding its purchase through a loan from Ottawa Savings Bancorp. Shares
purchased by the ESOP with the proceeds of the ESOP loan are held in a suspense account and released on a pro
rata basis as the loan is repaid. In any plan year, Ottawa Savings Bank may also make additional discretionary
contributions to the ESOP for the benefit of plan participants in either cash or shares of common stock.
Discretionary contributions to the ESOP and shares released from the suspense account are allocated among
participants on the basis of each participant’s proportional share of compensation. After two years of service,
participants vest in the benefits allocated under the ESOP at a rate of 20% per year for each year of continuous
service with Ottawa Savings Bank. A participant becomes fully vested automatically upon retirement, death or
disability, a change in control or termination of the ESOP. Benefits are generally distributable upon a
participant’s separation from service. Any unvested shares that are forfeited upon a participant’s termination of
employment will be reallocated among the remaining plan participants.
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Outstanding Equity Awards at Fiscal Year-End

The following table provides information concerning unexercised options and stock awards that have not

vested for each named executive officer outstanding as of December 31, 2011.

Option Awards Stock Awards
Number Of Number of Number of Market Value
Securities Securities Shares or of Shares or
Underlying Underlying Units of Units of
Unexercised  Unexercised  Option Option Stock That  Stock That
Options (#) Options (#) Exercise  Expiration Have Not Have Not
Name Exercisable Unexercisable  Price Date Vested® Vested®
JonKranov ................... 18,533 — $12.35 11/21/2016 —_ e
JonKranov® . ................ 1,744 6,978 $ 6.00 11/17/2020 2,792 $10,442
Philip Devermann ............. 17,443 — $12.35 11/21/2016 — e
Marc Kingry® ................ — 13,083 $ 425 11/16/2021 5,235 $19,579
(1) Stock options granted pursuant to the Ottawa Savings Bancorp, Inc. 2006 Equity Incentive Plan vest in five

@)
3
@
®

approximately equal annual installments commencing on November 21, 2007. ‘

Stock awards granted pursuant to the Ottawa Savings Bancorp, Inc. 2006 Equity Incentive Plan vest in five
approximately equal installments commencing on November 21, 2007. ,
Market value is calculated on the basis of $3.74 per share, which is the closing sales price for our common
stock on December 31, 2011,

Stock awards granted pursuant to the 2006 Equity Incentive Plan vest in five approximately equal
installments commencing on November 17, 2011.

Stock awards granted pursuant to the 2006 Equity Incentive Plan vest in five approximately equal
installments commencing on November 17, 2012.

Option Exercises and Stock Vested

The following table provides information concerning the vesting of stock awards for each named executive

officer, on an aggregate basis, during 2011. No named executive officer exercised any stock options during 2011.

)
2

Stock Awards
Number of
Shares

Acquired Value Realized
Name on Vesting on Vesting
Jon Kranov(l) | .. e e e 1,485 $7,722
Jon Kranov® | .. i e et i 697 3,067
Philip Devermann ............oouiiiieneiriinrennneenaeeennnns 1,397 7,264

Marc Kingry ......ccoiuiniriiiiiii it iiiiee iy — —

Stock awards granted pursuant to the Ottawa Savings Bancorp, Inc. 2006 Equity Incentive Plan vest in five
approximately equal installments commencing on November 21, 2007.

Stock awards granted pursuant to the 2006 Equity Incentive Plan vest in five approximately equal
installments commencing on November 17, 2012.
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Directors’ Compensation

The following table sets forth the compensation received by non-employee directors for their service on our
Board of Directors during 2011.

Nonqualified
Fees Earned Deferred Stock All Other
orPaidin  Compensation Awards Option Compensation Total
Name Cash ($) Earnings $®  Awards® ®) $)
James A, Ferrero ................... 16,800 — 1,853 — 414 19,067
KeithF. Johnson ................... 16,800 — 1,853 —_ 414 19,067
Arthur C.Mueller .. ................. 16,800 — 1,853 — 414 19,067
Daniel J.Reynolds .................. 16,800 —_ 1,853 — 414 19,067

(1) At December 31, 2011, all outstanding shares of restricted stock held in trust for each of the non-employee
directors were fully vested.

(2) AtDecember 31, 2011, all outstanding stock options for each of the non-employee directors were fully
vested.

The following tables set forth the applicable retainers and fees that are paid to non-employee directors for
their service on the boards of directors. Directors do not receive fees for service on Board committees. Directors
do not receive any compensation for their service on the board of directors of the MHC.

Board of Directors of Bank:
Monthly Retainer for all Board Members .............ovviireeennnnnennnn. $1,050

Board of Directors of Company:
Quarterly Retainer for all Board Members ..............covviiiinvennn..n. $1,050

Voluntary Deferred Compensation Plan. Ottawa Savings Bank maintains a voluntary deferred
compensation plan for its directors. A participant may elect to defer all or part of his or her compensation earned
in the calendar year following the participant’s election. Ottawa Savings Bank credits amounts deferred by a
participant to an account for the participant. The deferred amounts are deemed to be invested in investments or
investment funds designated as available from time to time. To the extent alternative deemed investment vehicles
are available, participants may direct the investment of all or a portion of the amounts deferred among the
investments or investment funds. Participants are fully vested in all deferred amounts at all time.

At the time of the initial deferral election, the participant must designate the manner for the payment of the
deferred amounts. Payments under the plan commence upon the first to occur of the following: (i) the termination
of the participant’s service as a director; (ii) a change in control of Ottawa Savings Bank; (iii) an unforsecable
emergency suffered by the participant; or (iv) the participant’s death. Participants may elect to further defer a
payment or change the form of a payment, so long as certain additional requirements are met.

The form of payment of deferred amounts is designated by the participant at the time of the initial deferral
election and may be in the form of: (i) a lump sum; (ii) a number of quarterly or annual installments; (iii) one or
more forms of an annuity; or (iv) a designated dollar amount or percentage of the participant’s account.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires the Company’s executive officers and
directors, and persons who own more than 10% of any registered class of the Company’s equity securities, to file
reports of ownership and changes in ownership with the Securities and Exchange Commission. Executive
officers, directors and greater than 10% shareholders are required by regulation to furnish the Company with
copies of all Section 16(a) reports they file.
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Based solely on its review of the copies of the reports it has received and written representations provided to
the Company from the individuals required to file the reports, the Company believes that each of its executive
officers and directors has complied with applicable reporting requirements for transactions in Ottawa Savings
Bancorp common stock during the year ended December 31, 2011.

Policies and Procedures for Approval of
Related Persons Transactions

We maintain a Policy and Procedures Governing Related Person Transactions, which is a written policy and
set of procedures for the review and approval or ratification of transactions involving related persons. Under the
policy, related persons consist of directors, director nominees, executive officers, persons or entities known to us
to be the beneficial owner of more than five percent of any outstanding class of the voting securities of the
Company, or immediate family members or certain affiliated entities of any of the foregoing persons.

Transactions covered by the policy consist of any financial transaction, arrangement or relationship or series
of similar transactions, arrangements or relationships, in which:

+ the aggregate amount involved will or may be expected to exceed $25,000 in any calendar year;

»  the Company is, will, or may be expected to be a participant; and

«  any related person has or will have a direct or indirect material interest.

The policy excludes certain transactions, including:

+  any compensation paid to an executive officer of the Company if the Compensation Committee of the
Board approved (or recommended that the Board approve) such compensation;

+  any compensation paid to a director of the Company if the Board or an authorized committee of the
Board approved such compensation; and

any transaction with a related person involving consumer and investor financial products and services
provided in the ordinary course of the Company’s business and on substantially the same terms as
those prevailing at the time for comparable services provided to unrelated third parties or to the
Company’s employees on a broad basis (and, in the case of loans, in compliance with the
Sarbanes-Oxley Act of 2002).

Related person transactions will be approved or ratified by the Audit Committee. In determining whether to
approve or ratify a related person transaction, the Audit Committee will consider all relevant factors, including:

o whether the terms of the proposed transaction are at least as favorable to the Company as those that
might be achieved with an unaffiliated third party;

o the size of the transaction and the amount of consideration payable to the related person;

*  the nature of the interest of the related person;

*  whether the transaction may involve a conflict of interest; and

»  whether the transaction involves the provision of goods and services to the Company that are available

from unaffiliated third parties.

A member of the Audit Committee who has an interest in the transaction will abstain from voting on
approval of the transaction, but may, if so requested by the chair of the Audit Committee, participate in some or
all of the discussion.
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Transactions with Related Persons

The Sarbanes-Oxley Act generally prohibits loans by the Bank to its executive officers and directors.
However, the Sarbanes-Oxley Act contains a specific exemption from such prohibition for loans by the Bank to
its executive officers and directors in compliance with federal banking regulations. Federal regulations require
that all loans or extensions of credit to executive officers and directors of insured institutions must be made on
substantially the same terms, including interest rates and collateral, as those prevailing at the time for comparable
transactions with other persons and must not involve more than the normal risk of repayment or present other
unfavorable features. Ottawa Savings Bank is therefore prohibited from making any new loans or extensions of
credit to executive officers and directors at different rates or terms than those offered to the general public.
Notwithstanding this rule, federal regulations permit the Bank to make loans to executive officers and directors at
reduced interest rates if the loan is made under a benefit program generally available to all other employees and
does not give preference to any executive officer or director over any other employee.

In accordance with banking regulations, the Board of Directors reviews all loans made to a director or
executive officer in an amount that, when aggregated with the amount of all other loans to such person and his or
her related interests, exceed the greater of $25,000 or 5% of Ottawa Savings Bancorp’s capital and surplus (up to
a maximum of $500,000) and such loan must be approved in advance by a majority of the disinterested members
of the Board of Directors. Additionally, pursuant to the Company’s Code of Ethics and Business Conduct, all
executive officers and directors of the Company must disclose any existing or emerging conflicts of interest to
the President and Chief Executive Officer of the Company. Such potential conflicts of interest include, but are
not limited to, the following: (i) the Company conducting business with or competing against an organization in
which a family member of an executive officer or director has an ownership or employment interest; and (ii) the
ownership of more than 1% of the outstanding securities (or that represents more than 5% of the total assets of
the employee and/or family member) of any business entity that does business with or is in competition with the
Company.

Shareholder Propesals and Nominations

The Company must receive proposals that shareholders seek to have included in the proxy statement for the
Company’s next annual meeting no later than December 13, 2012. If next year’s annual meeting is held on a date
more than 30 calendar days from May 16, 2012, a shareholder proposal must be received by a reasonable time
before the Company begins to print and mail its proxy solicitation materials. Any shareholder proposals will be
subject to the requirements of the proxy rules adopted by the Securities and Exchange Commission.

The Company’s Bylaws provide that in order for a shareholder to make nominations for the election of
directors or proposals for business to be brought before a meeting of shareholders, a shareholder must deliver
written notice of such nominations and/or proposals to the Corporate Secretary not less than 30 days before the
date of the meeting; provided that if less than 40 days notice or prior public disclosure of the meeting is given or
made to shareholders, such notice must be delivered not later than the close of the tenth day following the day on
which notice of the meeting was mailed to shareholders or such public disclosure was made.

Shareholder Communications

The Company encourages shareholder communications to the Board of Directors and/or individual
directors. Shareholders who wish to communicate with the Board of Directors or an individual director should
send their communications to the care of Laurie Duffell, Assistant Corporate Secretary, Ottawa Savings Bancorp,
Inc., 925 LaSalle Street, Ottawa, Illinois 61350. Communications regarding financial or accounting policies
should be sent to the attention of the Chairperson of the Audit Committee. All other communications should be
sent to the attention of the Chairperson of the Nominating and Corporate Governance Committee.

19



Miscellaneous

The Company will pay the cost of this proxy solicitation. The Company will reimburse brokerage firms and
other custodians, nominees and fiduciaries for reasonable expenses incurred by them in sending proxy materials
to the beneficial owners of the Company. In addition to soliciting proxies by mail, directors, officers and regular
employees of the Company may solicit proxies personally or by telephone. None of these persons will receive
additional compensation for these activities.

If you and others who share your address own your shares in “street name,” your broker or other holder of
record may be sending only one annual report and proxy statement to your address. This practice, known as
“householding,” is designed to reduce our printing and postage costs. However, if a shareholder residing at such
an address wishes to receive a separate annual report or proxy statement in the future, he or she should contact
the broker or other holder of record. If you own your shares in “street name” and are receiving multiple copies of
our annual report and proxy statement, you can request householding by contacting your broker or other holder
of record.
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Ortawa Savings Bancorp, Inc
5 :

April 16, 2012
Dear Shareholders:

As Ottawa Savings Bancorp, Inc. enters its eighth year, and Ottawa Savings Bank enters its 141% year serving
Ottawa and the surrounding LaSalle County communities, our mission to help local families and small businesses to
realize their financial goals has remained the same. While we acknowledge that much has changed over the years,
and that the last few years in particular have been challenging for us, Ottawa Savings Bank has persevered through
economic ups and downs for the last 140 years and we remain committed to continuing that record. As part of this
commitment, we have renewed our focus on serving the needs of the local community with initiatives to reduce
costly out-of-market deposits and by limiting opportunities to increase non-residential and multi-family lending to
the Bank’s primary market area.

While some segments of the economy have improved since 2010, improvement in our local economy still lags
behind what is happening on national and state levels. Unfortunately, unemployment in LaSalle County remains
higher than state and national levels and real estate values continue to be slow to recover. This combination has
been difficult for some of our customers and caused significant losses in our loan portfolio. Along with the current
economic challenges, we continue to face increasing costs of compliance with regulatory and reporting mandates
such as those included in the Dodd-Frank legislation.

Despite the losses we have sustained in our loan portfolio and to our bottom line over the last two years, we
continue to maintain a strong balance sheet, continue to increase net interest margin, and continue to maintain a
strong efficiency ratio that we anticipate will help us weather these uncertain economic times. Furthermore, in an
effort to preserve capital, on August 18, 2011, our Company’s Board of Directors voted to suspend the cash
dividend on the Company’s common stock. While this was a difficult decision to make, the Board believes that it
was appropriate given the economic climate in which we are operating .

While, we understand that the economy is complex and affected by statewide, nationwide and global events that
may be beyond our control. We are committed to focusing on the business principles that we can control, the ones
that have sustained us through the economic cycles of the past 140 years: adhering to conservative underwriting
standards; providing great customer service; and offering our customers and our community a broad range of
financial products and services designed to meet and exceed their needs and expectations.

On behalf of our directors, officers and employees, we, as fellow shareholders, appreciate your ownership in and
continued support of the Company.

Sincerely,

S Ser—

Jon Kranov
Chairman, President and Chief Executive Officer
Ottawa Savings Bancorp, Inc.
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PART1

Forward-Looking Statements

This report includes forward-looking statements, including statements regarding our strategy, effectiveness
of investment programs, evaluations of future interest rate trends and liquidity, expectations as to growth in
assets, deposits and results of operations, future operations, market position, financial position, and prospects,
plans and objectives of management, These forward-looking statements, which are based on certain assumptions
and describe our future plans, strategies and expectations, can generally be identified by use of the words
“believe,” “expect,” “intend,” “anticipate,” “estimate,” “project,” or similar expressions. Our ability to
predict results or the actual effect of future plans or strategies is inherently uncertain and actual results may
differ materially from those predicted in such forward-looking statements. A number of factors, some of which
are beyond our ability to predict or control, could cause future results to differ materially from those
contemplated. These factors include but are not limited to: recent and future bail out actions by the government;
a further slowdown in the national and lllinois economies; a further deterioration in asset values locally and
nationwide; volatility of rate sensitive deposits; changes in the regulatory environment; increasing competitive
pressure in the banking industry; operational risks; asset/liability matching risks and liguidity risks; continued
access to liquidity sources; changes in the securities markets; changes in our borrowers’ performance on loans;
changes in critical accounting policies and judgments; changes in accounting policies or procedures as may be
required by the Financial Accounting Standards Board or other regulatory agencies; changes in the equity and
debt securities markets; effect of additional provision for loan losses; fluctuations of our stock price; success and
timing of our business strategies; impact of reputation risk created by these developments on such matters as
business generation and retention, funding and liquidity; and political developments, wars or other hostilities
that may disrupt or increase volatility in securities or otherwise affect economic conditions. The consequences of
these factors, any of which could hurt our business, could include, among others: increased loan delinquencies;
an escalation in problem assets and foreclosures; a decline in demand for our products and services; a reduction
in the value of the collateral for loans made by us, especially real estate, which, in turn would likely reduce our
customers’ borrowing power and the value of assets and collateral associated with our existing loans; a
reduction in the value of certain assets held by our company; an inability to meet our liquidity needs and an
inability to engage in certain lines of business. These risks and uncertainties should be considered in evaluating
forward-looking statements, and undue reliance should not be placed on such statements. Except to the extent
required by applicable law or regulation the Company does not undertake any obligation to update any forward-
looking statement to reflect circumstances or events that occur after the date the forward-looking statements are
made. See also “Item 1A. Risk Factors” and other risk factors discussed elsewhere in this Annual Report.
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ITEM 1. BUSINESS
General

Ottawa Savings Bancorp, Inc. (the “Company”) was incorporated under the laws of the United States on
July 11, 2005, for the purpose of serving as the holding company of Ottawa Savings Bank (the “Bank™), as part
of the Bank’s conversion from a mutual to a stock form of organization. The Company is a publicly traded
banking company with assets of $182.9 million at year-end 2011 and is headquartered in Ottawa, Illinois.

In 2005, the Board of Directors of the Bank unanimously adopted a plan of conversion providing for the
conversion of the Bank from an Illinois chartered mutual savings bank to a federally chartered stock savings
bank and the purchase of all of the common stock of the Bank by the Company. The depositors of the Bank
approved the plan at a meeting held in 2005.

In adopting the plan, the Board of Directors of the Bank determined that the conversion was advisable and
in the best interests of its depositors and the Bank. The conversion was completed in 2005 when the Company
issued 1,223,701 shares of common stock to Ottawa Savings Bancorp MHC (a mutual holding company), and
1,001,210 shares of common stock to the public. As of December 31, 2011, Ottawa Savings Bancorp MHC holds
1,223,701 shares of common stock, representing 57.8% of the Company’s common shares outstanding.



The Bank’s business is to attract deposits from the general public and use those funds to originate and
purchase one-to-four family, multi-family and non-residential real estate, construction, commercial and consumer
loans, which the Bank primarily holds for investment. The Bank has continually diversified its products to meet
the needs of the community.

Business Strategy

The Company’s business strategy is to operate as a well-capitalized and profitable community savings bank
dedicated to providing quality customer service and innovative new products. The Bank operates in a building
with 21,000 square feet of office space, five drive-up lanes, and a separate ATM drive-up to provide quality
customer service to customers in the community.

Highlights of our business strategy are as follows:
* Continue to emphasize the origination of one-to four-family mortgage loans;
¢ Aggressively market core deposits;

* Offer a broad range of financial products and services to both retail and commercial customers in the
Bank’s market area;

* Pursue opportunities to increase non-residential real estate and multi-family lending in the Bank’s
market area;

* Continue to utilize conservative underwriting guidelines to limit credit risk in the Bank’s loan portfolio
to achieve a high level of asset quality; and

* Consider expanding into new market areas to grow the Bank’s business through the addition of new
branch locations and/or through possible acquisitions.

Market Area and Competition

The Company is headquartered in Ottawa, Illinois, which is located in north-central Hlinois approximately
80 miles southwest of Chicago. Its market area, which benefits from its proximity to Chicago, includes all of
LaSalle County. :

The Bank faces significant competition for the attraction of deposits and origination of loans. Our most
direct competition for deposits and loans has historically come from the several financial institutions operating in
our market area and, to a lesser extent, from other financial service companies, such as brokerage firms, credit
unions, mortgage companies and mortgage brokers. Qur main competitors include a number of significant
independent banks. In addition, the Bank faces competition for investors’ funds from money market funds and
other corporate and government securities. Competition for loans also comes from the increasing number of
non-depository financial service companies entering the mortgage and consumer credit market, such as securities
companies and specialty finance companies. The Bank believes that its long-standing presence in Ottawa, Illinois
and its personal service philosophy enhances its ability to compete favorably in attracting and retaining
individual and business customers. The Company actively solicits deposit-related customers and competes for
deposits by offering customers personal attention, professional service and competitive interest rates.

Lending Activities

General. Our loan portfolio consists primarily of one-to-four family residential mortgage loans. To a lesser
extent, our loan portfolio includes multi-family and non-residential real estate, commercial, construction and
consumer loans. Substantially all of our loans are made within LaSalle County.



Loan Portfolio Composition. The following table sets forth the composition of our loan portfolio by type of loan as of the
dates indicated, including a reconciliation of gross loans receivable after consideration of the undisbursed portion of
construction loan funds, the allowance for loan losses and net deferred costs (fees).

At December 31,
2011 2010 2009 2008 2007
(Dollars in Thousands)
Percent Percent Percent Percent Percent
Amount  Of Total Amount  Of Total Amount  Of Total Amount  Of Total Amount  Of Total

One-to-four family ....... $ 80,334 60.41%$ 82,442 58.75%$ 89,595 58.76% $100,057 62.83%$ 96,571 59.74%
Multi-family ............ 5,580 4.20% 6,237 4.44% 5,512 3.62% 3,809 2.39% 5,542 3.43%
Lines of credit .......... 14219 10.69% 15325 1092% 14,540 9.54% 13,300 835% 9,632 5.96%
Non-residential real

estate . . ... 20,058 15.08% 20362 14.51% 21,841 14.33% 22,473 14.11% 27,748 17.17%
Commercial ............ 5965 449% 9,795 698% 10,528 690% 4367 275% 2,600 161%
Construction ............ 982 0.74% 531 038% 3,858 253% 5,158 3.24% 8,138 5.03%
Consumer .............. 5,832 439% 5,637 4.02% 6,592 4.32% 10,081 6.33% 11,404 7.06%
Total loans, gross ........ 132,970 100.00% 140,329 100.00% 152,466 100.00% 159,245 100.00% 161,635 100.00%
Undisbursed portion of loan

funds ............ . ... {171) (178) (152) (1,114) (3,262)
Allowance for loan

losses ......covuen... 4,747) 4,703) (3,515) (1,605) (605)
Deferred loan costs (fees),

net.......oovieninn.. (80) 97 (99) (82) (66)
Total loans,net . ......... $127,972 $135,351 $148,700 $156,444 $157,702

Listed below are the outstanding balances of purchased loans, which have been included in the table above.

At December 31,
2011 2010 2009 2008 2007
(In Thousands)
One-to-four family ........ .ot $ 754 $ 796 $ 668 $ 703 $ 737
Multi-family . ... ...ooit 2,405 2,465 1,797 1,821 3,545
Non-residential real €State .. ... oot vi i et e 3,353 5,399 6,717 7,661 13,203
COMSUIMEE .« & v vttt et e ettt ettt i te e ensneenatnaaaeaaansees 5,179 4,658 5,017 8,067 9,286
o] 7: Y (O U O PSP $11,691 $13,318 $14,199 $18,252 $26,771




Maturity of Loan Portfolio. The following tables show the remaining contractual maturity of our loans at December 31,
2011. The tables do not include the effect of possible prepayments or due on sale clause payments.

Amounts due one year or

less ..o i,

After one year
More than one year to

three years .........

More than three years to

fiveyears ..........

More than five years to

tenyears ...........

More than ten years to

twenty years ........

More than twenty

2012 ...

Less:
Undisbursed portion of loan

funds .................
Allowance for loan losses .. ..
Deferred loan costs (fees) .. ..

Total loans, net ...........

One-to-four family

At December 31, 2011

One-to-
fl':furo Lines of Non-residential
family Multi-family credit real estate  Commercial Construction Consumer  Total
(In Thousands)
$ 669 $ — $5560 $ 3,004 $ 43 $982 $ 363 $ 10,621
857 2412 576 1,906 1,364 — 1,533 8,648
681 — 768 24 3,138 — 2,193 6,804
4,728 661 3,596 1,613 750 — 1,652 13,000
24,764 1,490 3,719 7,299 670 — 91 38,033
48,635 1,017 — 6,212 — —— — 55,864
79,665 5,580 8,659 17,054 5,922 — 5,469 122349
$80,334 $5,580 $14,219  $20,058 $5,965 $982 $5,832 $132,970

Multi-family ....... ... .o i
Linesofcredit .......... ... i,

(171)
(4,747)
(80

$127,972

Due After December 31, 2012

Fixed Adjustable Total
(In Thousands)

$39,766  $39,899  $ 79,665
1,644 3,936 5,580
- 8,659 8,659
4,272 12,782 17,054
4,020 1,902 5,922
5,469 — 5,469
$55,171  $67,178  $122,349

Asset Quality. Although we have no subprime or Alt-A loans in our loan portfolio, and no subprime or Alt-A
backed issues among our securities, the subprime crisis may affect us indirectly, albeit to a lesser extent than it will
likely impact those banks and thrifts that produced and retained significant portfolios of such loans and securities.
While we believed that the nature of our one-to-four family lending niche and the conservative nature of our
underwriting standards would limit the impact of the downward turn in the credit cycle on the quality of our assets—
particularly in comparison with those institutions that were involved in subprime and Alt-A lending—the downturn in
the credit cycle resulted in our experiencing additional charge-offs and/or provisions for loan losses, which impacted

our results of operations.



One- to-Four Family Residential Loans. Our primary lending activity is the origination of mortgage loans to
enable borrowers to purchase or refinance existing homes or to construct new residential dwellings in our market
area. We offer fixed-rate and adjustable-rate mortgage loans with terms up to 30 years. Borrower demand for
adjustable-rate loans versus fixed-rate loans is a function of the level of interest rates, the expectations of changes
in the level of interest rates, the difference between the interest rates and loan fees offered for fixed-rate
mortgage loans and the initial period interest rates and loan fees for adjustable-rate loans. The relative amount of
fixed-rate mortgage loans and adjustable-rate mortgage loans that can be originated or purchased at any time is
largely determined by the demand for each in a competitive environment and the effect each has on our interest
rate risk. The loan fees charged, interest rates, and other provisions of mortgage loans are determined by us on
the basis of our own pricing criteria and competitive market conditions.

We offer fixed rate loans with terms of either 15, 20 or up to 30 years. We traditionally sell 30-year fixed
rate loans into the secondary market, resulting in a fixed rate loan portfolio primarily composed of loans with less
than 15 to 20 year terms. Our adjustable-rate mortgage loans are based on either a 15, 20 or up to 30 year
amortization schedule and interest rates and payments on our adjustable-rate mortgage loans adjust every one,
three or five years. Interest rates and payments on our adjustable-rate loans generally are adjusted to a rate that is
based on the National Monthly Median cost of funds ratio for all Deposit Insurance Fund (“DIF”)-insured
institutions. The maximum amount by which the interest rate may be increased or decreased is generally 1% to
2% per adjustment period, depending on the type of loan, and the lifetime interest rate ceiling is generally 5%
over the initial interest rate of the loan. The initial and floor rates for owner occupied properties are 3.25%,
3.75% and 4.25% for the one, three and five year adjustable rate loans, respectively, and 4.25%, 4.75% and
5.25% for non-owner occupied one-to-four family properties, respectively, at this time. The initial and floor rates
on multi-family and non-residential properties are generally based on the National Monthly Median cost of funds
plus a spread with the initial rate and floor rates ranging from 4.25% to 5.25%, respectively.

Due to historically low interest rate levels, borrowers generally have preferred fixed-rate loans in recent
years. While we anticipate that our adjustable-rate loans will better offset the adverse effects on our net interest
income of an increase in interest rates as compared to fixed-rate mortgages, the increased mortgage payments
required of adjustable-rate loans in a rising interest rate environment could cause an increase in delinquencies
and defaults. The marketability of the underlying property also may be adversely affected in a high interest rate
environment. In addition, although adjustable-rate mortgage loans help make our asset base more responsive to
changes in interest rates, the extent of this interest rate sensitivity is limited by the annual and lifetime interest
rate adjustment limits.

While one-to-four family residential real estate loans are normally originated with up to 30-year terms, such
loans typically remain outstanding for substantially shorter periods because borrowers often prepay their loans in
full upon sale of the property pledged as security or upon refinancing the original loan. Therefore, average loan
maturity is a function of, among other factors, the level of purchase and sale activity in the real estate market,
prevailing interest rates and the interest rates payable on outstanding loans.

We originate loans to individuals and purchase loans that finance the construction of residential dwellings
for personal use. Our construction loans generally provide for the payment of interest only during the
construction phase, which is usuvally ten months. At the end of the construction phase, most of our loans
automatically convert to permanent mortgage loans. Construction loans generally can be made with a maximum
loan to value ratio of 80% of the appraised value with maximum terms of 30 years. The largest outstanding
residential construction loan at December 31, 2011 was $348,000, of which $208,600 was disbursed. We also
require periodic inspections of the property during the term of the construction.

We generally do not make conventional loans with loan-to-value ratios exceeding 80%. Loans with
loan-to-value ratios in excess of 80% generally require private mortgage insurance, government guarantee or
additional collateral. We require all properties securing mortgage loans to be appraised by an independent
appraiser approved by our Board of Directors and licensed by the State of Illinois. We require title insurance on
all first mortgage loans. Borrowers must obtain hazard insurance, or flood insurance for loans on property located
in a flood zone, before closing the loan.



We participate with the USDA Rural Development Company to offer loans to qualifying customers. Loans
are granted up to 100% of appraised value and the USDA guarantees up to 90% of the loan. These loans require
no down payment but are subject to maximum income limitations.

Lines of Credit. We offer lines of credit, principally home equity lines of credit, which have adjustable rates
of interest that are indexed to the prime rate as published in The Wall Street Journal for terms of up to 15 years.
These loans are originated with maximum loan-to-value ratios of 80% of the appraised value of the property, and
we require that we have a second lien position on the property. We also offer secured and unsecured lines of
credit for well-qualified individuals and small businesses, Management includes these loans based on the
collateral supporting the line of credit in either the non-residential, multi-family, commercial or one-to-four
family categories for the purposes of monitoring and evaluating the portfolio.

Multi-Family and Non-Residential Real Estate Loans. We offer fixed rate balloon and adjustable-rate
mortgage loans secured by multi-family and non-residential real estate. Our multi-family and non-residential real
estate loans are generally secured by condominiums, apartment buildings, single-family subdivisions and owner-
occupied properties used for businesses.

We originate and purchase multi-family and non-residential real estate loans with terms generally up to 25
years. Interest rates and payments on adjustable-rate loans adjust every one, three and five years. Interest rates
and payments on our adjustable rate loans generally are adjusted to a rate typically equal to the interest rate used
for one- to- four family loan products, plus 50 basis points to 100 basis points based on credit-worthiness and
risk. The adjustment per period is 1% to 2% based on the loan contract, to a lifetime cap of 5%. Loan amounts
generally do not exceed 70% of the appraised value for well-qualified borrowers.

We originate and purchase land loans to individuals on approved residential building lots for personal use
for terms of up to 15 years and to a maximum loan to value ratio of 80% of the appraisal value. Our land loans
are adjustable loans with adjustments occurring every one, three and five years, based on the original contract.
Interest rate adjustments are based on the National Monthly Median cost of funds plus a spread. For adjustable
loans in this class, the loans generally have a floor ranging from the initial rate up to 5.25%.

We also make non-residential loans for commercial development projects including condominiums,
apartment buildings, single-family subdivisions, single-family speculation loans, as well as owner-occupied
properties used for business. These loans provide for payment of interest only during the construction phase and
may, in the case of an apartment or commercial building, convert to a permanent mortgage loan. In the case of a
single family subdivision or construction or builder loan, as individual lots are sold, the principal balance is
reduced by a minimum of 80% of the net lot sales price. In the case of a commercial construction loan, the
construction period may be from nine months to two years, Loans are generally made to a maximum of 70% of
the appraised value as determined by an appraisal of the property made by an independent licensed appraiser. We
also require periodic inspections of the property during the term of the construction loan, The largest
non-residential loan at December 31, 2011 was $2.2 million, of which $2.2 million was disbursed. For adjustable
loans in this category, there generally is an interest rate floor ranging from 3.75% to 6.00%.

Loans secured by multi-family and non-residential real estate generally have larger balances and involve a
greater degree of risk than one-to-four family residential mortgage loans. Of primary concern in multi-family and
non-residential real estate lending is the borrower’s credit-worthiness and the feasibility and cash flow potential
of the project. Payments on loans secured by income producing properties often depend on successful operation
and management of the properties. As a result, repayment of such loans may be subject, to a greater extent than
residential real estate loans, to adverse conditions in the real estate market or the economy. In reaching a decision
on whether to make a multi-family or non-residential real estate loan, we consider the net operating income of
the property, the borrower’s expertise, credit history and profitability, and the value of the underlying property.

Commercial Loans. These loans consist of operating lines of credit secured by general business assets and
equipment. We loan primarily to businesses with less than $5,000,000 in annual revenues. The operating lines of
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credit are generally short term in nature with interest rates tied to short term rates and adjustments occurring
daily, monthly, or quarterly based on the original contract. For adjustable loans, there is an interest rate floor built
in to them ranging from 3.75% to 6.00%. The equipment loans are typically made with maturities of less than
five years and are priced with a fixed interest rate. The Bank has originated commercial loans from Bankers
Healthcare Group in prior years. Bankers Healthcare Group specializes in loans to healthcare professionals of all
specialties throughout the United States. These loans are primarily comprised of working capital and equipment
loans. We underwrite these loans based on our criteria and service the loans in-house.

Consumer Loans. We offer a variety of consumer loans, which include auto, share loans and personal
unsecured loans to our customer base and related individuals. Unsecured loans generally have a maximum
borrowing limit of $25,000 and a maximum term of four years.

The procedures for underwriting consumer loans include an assessment of the applicant’s payment history
on other debts and ability to meet existing obligations and payments on the proposed loans. Although the
applicant’s credit-worthiness is a primary consideration, the underwriting process also includes a comparison of
the value of the collateral, if any, to the proposed loan amount.

Consumer loans may entail greater risk than do residential mortgage loans, particularly in the case of
consumer loans that are unsecured or secured by assets that depreciate rapidly. In such cases, repossessed
collateral for a defaulted consumer loan may not provide an adequate source of repayment for the outstanding
loan and the remaining deficiency often does not warrant further substantial collection efforts against the
borrower. In addition, consumer loan collections depend on the borrower’s continuing financial stability, and
therefore are more likely to be adversely affected by job loss, divorce, illness, or personal bankruptcy.
Furthermore, the application of various federal and state laws, including federal and state bankruptcy and
insolvency laws may limit the amount which can be recovered on such loans.

Purchased Auto Loans. The Bank purchases auto loans from regulated financial .institutions. At
December 31, 2011 and 2010, we had $5.2 million and $4.7 million of loans outstanding, respectively. These
types of loans are primarily low balance individual auto loans. We have the opportunity to review the loans at
least three days prior to our purchase and we have a right to refuse any specific loan within thirty days of the
purchase of any given loan pool. During 2011, we purchased $3.0 million of auto loans.

Loan Origination, Purchases and Sales. Loan originations come from a number of sources. The primary
source of loan originations are our in-house loan originators, and to a lesser extent, advertising and referrals from
customers. We occasionally purchase loans or participation interests in loans. As of December 31, 2011, we had
an aggregate of $11.7 million in purchased loan participations outstanding, including the auto loans purchased as
discussed in the previous paragraph. The largest outstanding loan participation as of December 31, 2011 was $1.1
million. This loan is currently in the process of being restructured as of December 31, 2011,

We sell some of the longer-term fixed-rate one-to-four family mortgage loans that we originate in the
secondary market based on prevailing market interest rate conditions, an analysis of the composition and risk of
the loan portfolio, liquidity needs and interest rate risk management goals. Generally, loans are sold without
recourse and with servicing retained. We sold $0.6 million and $8.7 million of loans in the years ended
December 31, 2011 and 2010, respectively. We occasionally sell participation interests in loans and may sell loan
participations in the future.



The following table shows our loan originations, purchases, sales and repayment activities for the periods
indicated.

For The Years Ended
December 31,
2011 2010 2009 2008 2007
(In Thousands)

Beginning balance, net ......................... $135,351 $148,700 $156,444 $157,702 $142,537
Loans originated

One-to-four family ........................ 5,666 19,872 25,587 14,500 21,258

Multi-family ............. ... .. oLl 129 562 2,245 518 642

Linesofcredit................ ...t 1,799 530 5,315 2,664 618

Non-residential real estate . ................. 4,015 1,085 2,196 2,115 5,771

Commercial ..............cccivvivun.... 335 8,287 7,738 2,514 2,131

Construction .........cvviii i ininnenen.n. 982 668 710 1,799 . 8,118

COonSUMET . ....oovvirenerennannnannenn. 190 481 961 1,301 1,577
Total loans originated ... ....................... 13,116 31,485 44752 25,411 40,115
Loans purchased

One-to-four family ........................ — — — e —

Multi-family ................. .. ... — — 4 24 51

Non-residential real estate . ................. — —_— 895 744 2,348

Commercial ................... [ — — — — —

CONSUMET . .....vviiietiiieeenenn. 3,050 2,003 — 1,800 4,420
Total loans purchased .......................... 3,050 2,003 899 2,568 6,819
Loansales(1) ........cooiiiniiiiininnn.n. (598) 8,713) (14,772) (2,785) (3,148)
Principal payments ...................co.un.... (22,927) (36,912) (37,658) (27,584) (29,018)
Change in allowance for loan losses .............. (44) (1,188) (1,910) (1,000) (185)
Change in undisbursed loan funds ................ 7 (26) 962 2,148 633
Change in deferred loan costs (fees) .............. 17 2 a7 (16) GD
Ending balance,net ........................... $127,972 $135,351 $148,700 $156,444 $157,702

(1) All loan sales were one-to-four family loans.

Loan Approval Procedures and Authority. Our lending activities follow written, non-discriminatory
underwriting standards and loan origination procedures established by our Board of Directors and management.

For one-to-four family loans and owner occupied residential loans, our President may approve loans up to
$400,000 and two members of our Board of Directors must approve loans over $400,000. Residential loans and
all commercial loans above $400,000 up to $1 million in the aggregate to any borrower(s) must be approved by a
majority of our inside loan committee. This committee consists of our President, Vice President and our
Commercial Banking Officer. For loans to any borrower(s) in the aggregate of more than $1 million up to $2
million, approval is required by a majority of our level two loan committee, which consists of the inside loan
committee, one designated outside director and our Chairman of the Board. For loan requests above $2 million in
the aggregate to any borrower(s), approval is required by a majority of the Board of Directors level loan
committee, which consists of the inside loan committee and the Bank’s Board of Directors as a whole.

Loans to One Borrower. The maximum amount that we may lend to one borrower and the borrower’s
related entities is limited by regulation to generally 15% of our stated capital and reserves. At December 31,
2011, our regulatory maximum was $3.1 million.

Loan Commitments. We issue commitments for fixed-rate and adjustable-rate mortgage loans conditioned
upon the occurrence of certain events. Commitments to originate mortgage loans are legally binding agreements
to lend to our customers and generally expire in 45 days.
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Delinquencies. When a borrower fails to make a required loan payment, we take a number of steps to have
the borrower cure the delinquency and restore the loan to current status. We make initial contact with the
borrower when the loan becomes 10 days past due. If payment is not then received by the 30% day of
delinquency, additional letters are sent and phone calls generally are made to the customer by the Vice President
or President. When the loan becomes 60 days past due, we generally commence foreclosure proceedings against
any real property that secures the loan or attempt to repossess any personal property that secures a consumer
loan. If a foreclosure action is instituted and the loan is not brought current, paid in full, or refinanced before the
foreclosure sale, the real property securing the loan generally is sold at foreclosure. We may consider loan
workout arrangements with certain borrowers under certain circumstances.

Management informs the Board of Directors on a monthly basis of the amount of loans delinquent more
than 60 days, all loans in foreclosure and all foreclosed and repossessed property that we own.

Delinquent Loans

The following table presents information with respect to the delinquent loans at the dates indicated.

December 31, 2011

60-89 Days 90 Days or More Total
(Dollars in Thousands)
Number of Principal Number of Principal Numberof Principal
Loans Balance Loans Balance Loans Balance
One-to-four family ...................... 3 $ 849 25 $2,459 28 $3,308
Multi-family ........... ... ... ... — — 1 305 1 305
Linesofcredit ............ccvvienaiun.. — —— 7 1,980 7 1,980
Non-residential real estate ................ 1 57 5 709 6 766
Construction . ...........oevtvreuneneann — — — —_ — —_
Commercial ..........cccviiiininnnnen.. — — 1 7 1 7
CONSUMET ..\t it e ee e eneenen 2 43 2 5 4 48
Total ... e 6 $ 949 _ﬂ $5,465 47 $6,414
December 31, 2010
60-89 Days 90 Days or More Total
(Dollars in Thousands)
Number of Principal Number of Principal Number of Principal
Loans Balance Loans Balance Leans Balance
One-to-four family ...................... 9 $1,948 31 $3,622 40 $5,570

Multi-family .......... .. ..o o — —_ — —

Linesofcredit .........ocvvnvunvennennn 4 228 6 401 10 629
Non-residential real estate ................ 2 184 8 1,248 10 1,432
Construction . ... ....c.vivvnnrnenanens — — — — —_

Commercial .........covvviiiinvnennen.. — — 1 20 1 20
100757311147 ol 3 23 —_ — 3 23
Total ... e e 18 $2,383 46 $5,291 64 $7,674



December 31, 2009

60-89 Days 90 Days or More Total
(Dollars in Thousands)
Number of Principal Number of Principal Numberof Principal
Loans Balance Loans Balance Loans Balance
One-to-four family ...................... 11 $ 777 26 $3,856 37 $4,633
Multi-family ........................... — — — — — —
Linesofcredit .......................... 2 139 6 248 8 387
Non-residential real estate ................ 2 153 7 2,020 9 2,173
Construction ..............cciviieniin.. — — —_— — — —
Consumer ...........cvveiinninnnnnnn. 1 3 25 5 26
Total ....................... PR _}z $1,070 __4_ $6,149 59 $7,219
December 31, 2008
60-89 Days 90 Days or More Total
(Dollars in Thousands)
Number of Principal Number of Principal Numberof Principal
Loans Balance Loans Balance Loans Balance
One-to-four family ...................... 21 $1,550 31 $3,534 52 $5,084
Multi-family ........... ... ... ... .... — — 2 453 2 453
Linesofcredit .......................... 1 48 5 73 6 121
Non-residential real estate ................ 7 1,550 2 1,188 9 2,738
Construction ............c.ccovvivinnnnn. 1 54 — — 1 54
Consumer ..........coviiviiinniinnnnn. 7 70 5 32 12 102
Total ... 37 $3,272 45 $5,280 82 $8,552
December 31, 2007
60-89 Days 90 Days or More Total
(Dollars in Thousands)
Number of Principal Numberof Principal Numberof Principal
Loans Balance Loans Balance Loans Balance
One-to-four family ...................... 17 $1,405 18 $1,303 35 $2,708
Lines of credit ........ e 2 58 6 353 8 411
Non-residential real estate ................ 1 146 3 1,159 4 1,305
Construction ..............ccciinivunrnn. 1 204 — — 1 204
ConSUmer ........ovvieiiieennnnnnnnn.. 8 22 9 89 _17_ 111
Total ... 29 $1,835 36 $2,904 E $4,739

Classified Assets. Federal Deposit Insurance Corporation regulations and our Asset Classification Policy
provide that loans and other assets considered to be of lesser quality be classified as “substandard,” “doubtful” or
“loss” assets. An asset is considered “substandard” if it is inadequately protected by the current net worth and
paying capacity of the obligor or of the collateral pledged, if any. “Substandard” assets include those
characterized by the “distinct possibility” that the institution will sustain “some loss™ if the deficiencies are not
corrected. Assets classified as “doubtful” have all of the weaknesses inherent in those classified “substandard,”
with the added characteristic that the weaknesses present make “collection or liquidation in full,” on the basis of
currently existing facts, conditions and values, “highly questionable and improbable.” Assets classified as “loss”
are those considered “uncollectible” and of such little value that their continuance as assets without the
establishment of a specific loss reserve is not warranted. We classify an asset as “special mention” if the asset has
a potential weakness that warrants management’s close attention. While such assets are not impaired,
management has concluded that if the potential weakness in the asset is not addressed, the value of the asset may
deteriorate, adversely affecting the repayment of the asset. Loans classified as impaired for financial reporting
purposes are generally those loans classified as substandard or doubtful for regulatory reporting purposes.
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An insured institution is required to establish allowances for loan losses in an amount deemed prudent by
management for loans classified substandard or doubtful, as well as for other problem loans. General allowances
represent loss allowances which have been established to recognize the inherent losses associated with lending
activities, but which, unlike specific allowances, have not been allocated to particular problem assets. When an
insured institution classifies problem assets as “loss,” it is required either to establish a specific allowance for
losses equal to 100% of the amount of the asset so classified or to charge off such amount. An institution’s
determinat